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NATIONALISM VS. 
THE MULTINATIONALS 
By IAN H. BELL, 
Vice Chairman, Board of Governors, TRI 
Since the end of World War II, there has been an expansion 
of international business and international services on a 
scale that was never contemplated. During this period, 
new political states have come into being in all corners of 
the globe. The result has often been a clash between two 
opposed ideologies, since the new states have tended to 
grow up in former colonial empires and to follow an 
ideology not always consistent with the capitalism of 
America and Europe. Yet, the international companies 
have found it necessary to do business in these new coun-
tries, while the countries themselves have found it helpful 
to receive the investment and technological know-how 
that international business can provide. 
Arising from this situation, a key question faces political 
and business leaders today: what should be the relation-
ship between the political state and the ever-increasing 
number of international business firms? 
It might be interesting to retrace the historical position 
of the political state and the international corporation. The 
latter is not a recent concept. Many major international 
companies had grown to maturity in the 1920's and 1930's. 
However, in most cases, they were operating either within 
colonial empires or within "Western spheres of influence," 
and there were rarely any obvious clashes between their 
interests and those of the governments of the countries 
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in which they were operating. Indeed, it was not until the 
late 1930's that the first major clash between a state and a 
multinational business firm took place, when the govern-
ment of Mexico nationalized the oil companies operating 
there. (It is an interesting observation that today Mexico 
is viewed as one of the more stable places in the develop-
ing wor ld for investment by multinational companies.) 
Since Wor ld War I I , however, the old colonial empires 
have largely disappeared and have been replaced by many 
independent nations, whose leaders have often tended to 
see business investment by western dominated firms as a 
form of neo-colonialism. This has created a situation in 
some of these developing countries where the virtues of all 
things nationalistic are extolled and all things international 
are rejected. With in this hostile climate, it has become 
diff icult for international businesses to operate success-
fully, particularly with the ever-present threat of nationali-
zation hanging over them. 
It is not, however, only in the new nations that the mult i -
national company is running into trouble. The older na-
tions of Europe are also concerned about how much of 
their economy is controlled by companies whose head 
offices are outside their national boundaries. 
Consider for a moment, the subsidiary of a typical inter-
national company. Like companies operating only wi thin 
national boundaries, it wi l l be judged by its overall per-
formance, by its contr ibution to the profits and objectives 
of the company as a whole. Therefore, it must often put 
the wider interests of the company above its own. This 
obviously raises important issues of principle between the 
international company and the state. In many under-devel-
oped countries, a government wi l l insist on a local plant as 
a condit ion of entry to its market, and wi l l impose stiff 
tariffs that make local production essential. 
As new nations try to achieve economic independence, 
regional integration is taking place, as it has among the 
older nations. Wi th the development of the Andean com-
mon market and the Central American common market, 
the nations of Latin America are exploring the path fo l -
lowed by Europe. The nations of Africa and Asia have also 
developed regional co-operative groups. The poorer na-
tions of the wor ld have come together primarily in the 
United Nations Conference on Trade and Development 
(UNCTAD). The richer countries are using the Organization 
for Economic Co-operation and Development (OECD). 
With in these groupings, countries are developing a com-
mon strategy not only in their relationships with each other 
but also in their relationships wi th the multinational com-
panies. They desire particularly to obtain stronger central 
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governmental control over the major companies operating 
within their own geographic region. 
Behind all of this, of course, are major forces in the in-
ternational business community, and across a broad spec-
trum of the populat ion, that seek a continuous evolution 
in the international approach to business. Although the 
short-run effect of nationalism may prompt some inter-
national companies to operate as much as possible wi th in 
the developed countries, the location of the world's re-
sources ensures that many such companies wi l l continue 
to co-exist wi th the newer nations for a long whi le to 
come. 
Conflicts of Interest 
The leaders of a developing nation are often concerned 
about the decisions that wi l l be taken by the "faceless 
men" in charge of an international company based thou-
sands of miles away. Such decisions can, for example, have 
a severe impact on the balance of payments and even the 
basic economic life of their nation. For example, consider 
the financial f ield. The international company's headquar-
ters can be expected to pursue a global interest. To achieve 
these global objectives, however, may be damaging to the 
nation within whose boundaries the firm is operating. Such 
objectives could include the minimization of exchange 
risks, the maximization of tax avoidance, the maintenance 
of high profits at the home base to pay high dividends, and 
accumulation of large reserves to avoid seeking outside 
financing. In most cases, a company does not have a single 
clear objective but a mixture that changes with the circum-
stances. And often the objective set by headquarters wi l l 
take precedence over the local interests of the individual 
subsidiary and the country in which it is based. 
International companies may influence exchange rates, 
especially in small countries, when they move funds from 
one currency to another. They may, for example, signifi-
cantly affect a country's balance of payments by chang-
ing the prices at which goods are transferred from one sub-
sidiary to another. Switching export orders from plants in 
one country to those in another can have an important 
effect on the balance of payments. National growth rates 
can depend on which country an investment in new plant 
and machinery wi l l be made. Thus, every decision involves 
a choice among various national interests, and often a 
natural conflict occurs between the companies and the 
governments. In financial matters, the principal fear of 
companies engaged in international business is that they 
wi l l lose their money because of factors outside their con-
trol. They are concerned about restrictions on the repatria-
t ion of earnings and about any change in the value of cur-
rency. In the present economic environment, these fears 
are understandable. 
The question then appears to be whether or not a pol i t i -
cal state can control a large international operation. The 
smaller state does seem to have a weak hand when deal-
ing wi th an international company, particularly in financial 
matters. A government is concerned primarily with its own 
national interest, whereas each company can pursue a co-
ordinated policy for dealing with all governments. More-
over, governments know that they must be careful; they 
can control the activities of the local subsidiaries within 
their countries as tightly as they please. However, if the 
controls are too tight in a particular country, the compa-
nies may be less wi l l ing to add to their investments there. 
A government may always use its ultimate weapon, nation-
alization, but this is very much a control tool of the last 
resort. 
To maintain its national independence, many a govern-
ment considers a resident foreign subsidiary to fall wi thin 
its jurisdiction. Therefore, it wi l l impose whatever controls 
it deems necessary. These controls might cover: natural 
resources, public utilities, and essential services such as 
banking and communications, customs and imports, for-
eign exchange, basic manufacturing (e.g. iron and steel), 
movement of capital, screening and approval of proposed 
foreign investment, foreign equity participation in local 
enterprises, immigration and foreign labor, takeover bids, 
tax differentials between local and foreign enterprises, and 
regional groupings of nations in which specific controls 
over multinationals are given to a central bureaucracy. 
As more and more governments are implementing the 
above controls, the multinationals have been taking the 
fol lowing steps: 
1. Utilize local partners and offer government agencies 
a participation in jo int ventures. The multinational thus 
owns only a portion of the operation, wi th the control 
resting wi th local partners. 
2. Train local staff to fil l the senior management posi-
tions. The days of staffing overseas subsidiaries wi th ex-
patriates are fast disappearing, except for specific, short, 
training periods. 
3. Investigate more than the cost of labor in a country 
where investment is proposed. Nowadays, a detailed re-
view of tax incentives, controls over capital movement, 
and nationalization history tend to take priority. 
4. Find locations where a reasonably fast return of 
capital can be obtained. Wi th the relative instability of 
many governments, the multinational companies either 
flock to stable areas of the wor ld or look for a location 
where the incentives are attractive (e.g., return of invest-
ment in four years). 
5. Study how governments are run and who runs them. 
Because legislation is often aimed at it, directly or indi-
rectly, the multinational company must maintain a pipeline 
to the decision-makers in each country. Coupled wi th this 
is the ability to mount a well-organized lobby on matters 
that could affect the well-being of the company. 
6. Expand its "good neighbor" policy. The combination 
of nationalism,and "consumerism" has prompted the mul-
tinational to spend time and effort in such things as anti-
poverty campaigns and supporting charitable organiza-
tions, to prove that it is, indeed, a good neighbor. 
Normally it is extremists that make the headlines. The 
opponents of the international corporation point to the, 
alleged interference of those companies in the political 
affairs of other nations. Others point to the sameness of 
MacDonalds, for example, in Tokyo and Lima as well as in 
New York, in order to decry the pervasive influence of the 
international corporation. On the other hand, the defend-
ers of the international corporation point to the nation-
alization carried out by the Allende government in Chile as 
indicative of the problems encountered in dealing wi th 
certain nations. However, whi le excesses occur on both 
sides, there is little doubt that both the international com-
pany and the nation state are going to be wi th us for a 
long whi le and that, in general, each offers sufficient ad-
vantages to the other to ensure that they wi l l continue to 
work together. 
Conclusion 
In theory, the international company has a sound eco-
nomic objective: to allocate use of the world's skills and 
resources in order to achieve the maximum in both pro-
ductivity and profitability. On paper, there is nothing 
wrong with this. Theoretically it achieves high efficiency in 
the use of the world's resources, wi th a corresponding net 
gain to mankind as a whole. Difficulties do arise when the 
international business view does not coincide wi th that 
of the national government. However, wi th the inexorable 
logic of its basic economic contributions, the international 
f irm can be expected to press ahead wherever it can per-
form effectively. Against this, there may be, in the short 
run, a stiffening resistence on the part of many nations, 
which see a challenge to their nationalism and self-esteem 
in the steady invasion of the international company. 6 
See page 34 for an additional article on this theme. 
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